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decades  represents  expansion  of  the  sphere  of circulation,  while  the 
sphere  of production has continued to  face diﬃculties of proﬁtability 
and  productivity  growth.  In  the  course  of  ﬁnancialisation,  relations 
between industrial/commercial  capital,  banks and workers have  been 
put on a diﬀerent footing. The ﬁnancial sector has become capable of 
extracting  proﬁt  directly  out  of  wages  and  salaries,  a  process  called 
ﬁnancial expropriation. Financial institutions have  also become adept 
at  proﬁt‐making  through  mediating  transactions  in  open  ﬁnancial 



























the  argument  does  not  ultimately  hinge  on  the  theory  of  the  ever‐expanding  surplus 
inundating production. Rather, it is consistent with several theories that identify persistent 
malfunctioning in the sphere of production. It is not surprising that the idea that capital has 
escaped  in  circulation  as  production  stumbled  in  the  mid‐1970s  has  become  common 
currency among heterodox economists.  
This notion, for instance, is present ‐ if at times tacitly ‐ in the work of Crotty (1990), 
Pollin  (2007),  and  Epstein  (2005).  Moreover,  for  these  writers  ﬁnancialisation  is  also 




a  deadweight  on  industrial  capitalists.  Consequently,  ﬁnancialisation  has  induced  poor 
performance in  investment,  output  and  growth  in  developed  countries  in  recent  years. 
Considerable empirical research in this vein has emerged recently. 2 This work overlaps with 
post‐Keynesian  analysis  of  the  problematic  macroeconomic  implications  of  ‘ﬁnance‐led 
accumulation’. 3  
Yet, from a very diﬀerent Marxist perspective, Brenner (2002) also shares the notion 
that  capital  has  sought  refuge  in  circulation  as  production  stagnated.  Brenner,  whilst 
avoiding ﬁnancialisation as an organising category, certainly suggests that ﬁnancial activities 
in  circulation have grown as a direct response to proﬁtability problems in  the sphere of 
production.  The  Marxist  analysis  of  Dumenil  and  Levy (2004),  on  the  other  hand,  also 
emphasises  the  intensiﬁed  search  for  proﬁts in  the sphere  of  ﬁnance as  proﬁtability in 
production has remained problematic and neoliberalism took hold. 
From a still diﬀerent, and much broader, historical perspective, the same notion is 
the  basis of Arrighi’s  (1994)  analysis of  ﬁnancialisation.  Ranging  over  centuries,  Arrighi 
essentially argues that ﬁnance and circulation thrive when production stagnates. For him, 
ﬁnancialisation  represents  autumn  in  the  long‐term,  cyclical  alternation  of  dominant 
capitalist formations. Arrighi’s work is one of the motivations of Krippner’s (2005) thorough 





sphere  of  ﬁnance.  The  new  regime  has  begun  to  emerge  through  ﬁnancial  markets, 
particularly the stock  exchange. The regulationist  approach chimes  with the voluminous 
work  on  changes  in  corporate  governance  since  the  1970s.  ‘Shareholder  value’  and  the 







of the CRESC group on ﬁnancialisation, see Savage and Williams (2008) for recent work on ﬁnancialisation and elites.The  crisis of  2007‐9  has  conﬁrmed  the emphasis  laid  by political  economists  on 
ﬁnancialisation since it has emanated in the sphere of ﬁnance and spread to  production 
partly  through  ﬁnancial  mechanisms.  But  the  crisis  has  also  presented  unexpected 






banking  functions by commercial  banks.  In short, ﬁnancialisation in  the 2000s has  been 








economic  entities  of  capitalist  accumulation,  namely  industrial  (and  commercial) 





classical  Marxist debates on imperialism and ﬁnance capital  at  the turn of the twentieth 
century.  At  issue  was  the  transformation  of  capitalism  during  the  last  quarter  of  the 
nineteenth century.  Summarily  put,  giant  monopolistic  corporations had emerged,  often 
organised as cartels that operated exclusive trading zones. Global ﬁnance, dominated by 
monopolistic banks, was on the ascendant. At the same time, British predominance in world 
markets  was  challenged  by  Germany  and  the  USA.  The  political  counterpart  of  these 
underlying trends was militarism and imperialism among the main powers.
  Several  Marxist  theories  contested  the  explanation  of  these  phenomena,  but 




economy to  suit its interests,  thus resulting in  exclusive trading  blocs and the export  of 
money  capital.  Consequently,  ﬁnance  capital  seeks  to  establish  empire  by  mobilising 






transformation of his time in  the fundamental  relations  of accumulation,  rather than in 
policy or institutional change. Speciﬁcally, he claims that as the size of production grows, 
monopolies come to depend heavily on investment credit by banks. In his view this entails a 
closer relationship  between  banks  and  industry,  and thus  emergence of ﬁnance  capital. 
Second, Hilferding is  fully aware of  the organisational implications of this  development. 
Thus,  ﬁnance capital  rests  on  dense connections between  ﬁnance and industry  through 
interlocking appointments, exchange of information, and joint decision making. 
Third, despite focusing on the rise of ﬁnance, Hilferding never opts for the opposition 





speciﬁc  historical  content  and  is  not  the  result  of,  say,  a  human  propensity  toward 
aggrandisement and domination of others.  
  To  be sure  Hilferding  also  treats  some  economic phenomena perfunctorily, while 
overplaying his hand in other respects. Thus, his view that large monopolies increasingly 
depend on banks  for investment  ﬁnance  is simply incorrect,  and probably  the result  of 










banks  with  industry;  banks are certainly not  dominant  over  industry;  and there are no 
exclusive  trading  zones  closely  related  to  territorial  empires.  Nonetheless,  the  present 
period is characterised by the interpenetration of ﬁnance with industry and, more broadly, 






for  ﬁnance.  Open  ﬁnancial  markets  have  grown  and  corporations  have  become 
‘ﬁnancialised’  in the sense of acquiring ﬁnancial  assets as well as issuing traded ﬁnancial 
liabilities.  






borrowing  (mortgages  and  consumption)  but  also  in  terms  of  assets  (pensions  and 
insurance).  These developments owe much  to  the withdrawal  of  public provision  across 
goods and services comprising the real wage: housing, health, education, pensions, and so 












Section  2  below  considers  ﬁnancialisation  in  terms  of  the  balance  between 
production  and  circulation.  Particular  attention  is  paid to  technological  change  and  its 
impact on productivity. Section 3 then turns to the economic content of ﬁnancialisation and 
considers,  ﬁrst,  relations  between  ﬁnancial  institutions  and  industrial/commercial 
corporations, second, the turn of ﬁnancial institutions toward workers’ revenue and, third, 
























9These  would  account  for  diﬀerential  growth  patterns  in  production  and  circulation, 
including the appearance of new ﬁelds of proﬁtability.  
  In  this  light,  the  roots  of ﬁnancialisation  during  the last  three  decades  are to  be 
found,  on  the  one  hand,  in  the  technological  revolution  in  information  and 
telecommunications and, on the other, in the deregulation of labour and ﬁnancial markets, 
with  the attendant  intensiﬁcation of labour. These underlying  material factors  appear to 












But  before  discussing  this  point,  there  are  conceptual  problems  to  confront. 
Productivity in the sphere of production is a straightforward concept (physical output per 
worker)  and  depends  on  technological  progress,  labour  skills,  the  organisation  of 
production, and so on. Productivity in the sphere of circulation, on the other hand, is far 
more  problematic. Enterprises that  specialise in  circulation are  often intermediaries (for 
instance, ﬁnancial  institutions)  and hence  do  not  produce  output.  Furthermore,  from  a 
Marxist perspective, they typically do not produce value. 













respect,  even  Total  Factor  Productivity,  a  notoriously  problematic,  residual  measure  of 
productivity, can  be of use. If it was systematically applied over time,  even Total  Factor 
Productivity would still give a sense of the dynamism of change of productivity. 8
In  this  vein,  mainstream  literature  has  shown  that  productivity  growth  for  the 
economy as a whole has been  deﬁcient  since  the late  1970s  across developed countries. 
Manufacturing productivity growth  has been weak  but  productivity in  services  has  been 
even weaker. The USA during the short period from the late 1990s to the early 2000s is a 
partial  exception. 9   However,  in  the course of  the bubble  of 2001‐7  labour productivity 
growth  appears  to  have  declined  again  in  the  USA. 10   It  is  important  to  note  that 




















11 See Berger and Mester (1997), (2003).the  indiﬀerent  performance  of  the  productive  sector,  including  weak  proﬁtability. 
Strengthening proﬁtability in the sphere of production during the last three decades appears 















than production.  In doing  so, ﬁnance has  generated  new  sources of  proﬁtability  for the 
capitalist  class  as  a  whole.  These  new  avenues  of  proﬁt‐making  are  a  vital  feature  of 




complex  institutional,  political,  customary  and  other  mechanisms.  These  are  ‘external 






















such  as establishing and promoting capital  markets,  removing  non‐competitive practices 







framework  of  accumulation.  It  represents  a  systemic  transformation  of  the  capitalist 
economy and as such it has had profound implications on social life. The full import of this 
















has intensiﬁed  across deregulated global markets;  on  the other,  the world economy has 













the  dominant  corporate  enterprises,  including  MNC.  Contrary  to  what  Hilferding  had 
postulated, large industrial corporations have become adept at ﬁnancing their investment 
needs while relying less on banks. The primary mechanism is retention of own proﬁts, as 
Sweezy  (1942: p.  267)  observed already  in  the  early  post‐war decades.  Several  empirical 













temporarily  idle  funds  as  their  retained  earnings  have  become  signiﬁcant.  Inevitably 














have  increased  substantially  across  developed  countries.  The  importance  of  this 
phenomenon  for  ﬁnancialisation  cannot  be  overemphasised.  In  spite  of  greater 
independence from banks, industrial corporations have become more heavily implicated in 
ﬁnancial  activities.  The  modern  MNC  is  ‘ﬁnancialised’  in  the  sense  that  ﬁnancial 
transactions are a substantial part of its activities and proﬁt making. 20
Finally,  the  spur  given  to  ﬁnancial  markets  by  corporate  participation  has 
undermined ﬁnancial regulations. ‘Regulatory arbitrage’ was prominent already in the 1960s 
and  1970s  as  US  and  other  corporations  began  to  hold  and  trade  loanable  funds  in 








monopolistic capitals  have become relatively more independent of banks,  but  also more 
heavily involved in ﬁnancial transactions. They have become ‘ﬁnancialised’ insofar as they 











found several other outlets, for reasons discussed below. The end  result  was the  end  of 
traditional  post‐war  ﬁnancial  intermediation  in  developed  countries,  that  is,  collecting 
secure deposits to make loans to industry and elsewhere. 
  Commercial banks have consequently sought other avenues of proﬁt making, and in 








  Credit  for  individual  workers  and  others  is  not  a  new  phenomenon,  indeed 
pawnshops  (and  even  formal  institutions  that  lend  to  individuals)  predate  industrial 
capitalism. But in the course of the twentieth century consumer lending and more complex 






  The  prominence  of  individual  borrowing  is  due  to  developments  that  connect 
ﬁnancialisation to changes in production and the economy more generally. Above all, real 
wages  have  been  eﬀectively  stagnant  from  the  late  1970s  onwards  in  several  advanced 






There  is,  however,  an  evident  contradiction  at  the  core  of  this  phenomenon: 









  At  the  same  time, and as  part  of the  neo‐liberal  agenda,  there  has  been gradual 
withdrawal of public provision from several ﬁelds that relate directly to the circulation of 
the income of workers and others. Retreat of public provision has been vital  in housing, 
which forms the  large bulk  of  consumer debt.  Meanwhile,  private  homeownership –  as 
opposed to public housing or renting – has been promoted as a mechanism of social binding 






























changes in proﬁt  making  that are characteristic of ﬁnancialisation. In  line  with classical 
political economy, Marxist theory analyses bank proﬁts as deriving typically from handling 
the monetary transactions of enterprises (earning the average rate of proﬁt) as well as from 
lending to  enterprises (earning interest, a part of surplus value). Bank  proﬁts that  derive 
from mediating the circuits of worker revenues (whether as liabilities or assets) constitute a 














Financial  expropriation represents the generalisation on  a social  scale of ﬁnancial 
practices that  resemble trucking and usury. It has allowed ﬁnancial institutions to  boost 
their  proﬁts  independently  of  surplus  value  generated  by  the  indiﬀerently  performing 
sphere of production. This is a constituent element of ﬁnancialisation.
3.3 Financial market mediation and the growth of investment banking


















accelerated in the 1980s; and it was given formal  status  with the abolition  of the Glass‐
Steagall Act in the USA in 1999 and similar legislation elsewhere.





to  have  aﬀected  the  behavior  of  industrial/commercial  corporations,  forcing  them  to 
organise activities with an eye of stock market returns. The proliferation of leveraged buy‐
outs,  takeovers,  share buy‐backs and the like has provided natural terrain for growth  of 
investment banking. Second, the channeling of personal savings toward capital markets (as 
public  provision  has  retreated)  created  scope  for  investment  banks  to  intervene  in 
transactions associated with pension funds, insurance companies, and so on. Third, ﬂoating 
exchange  rates  and  volatile  interest  rates  have  contributed  to  expansion  of  derivative 








banks  took  the lead  in  expanding  this  process,  while  continuing  to  engage  in  standard 
commercial banking activities of deposit collection and lending to a variety of borrowers. 
Thus, commercial banks have continued to acts as ﬁnancial intermediaries but acquired a 






functions  were  combined,  tensions  were  generated  between  solvency  and  liquidity.  All 
banks are obliged to walk  a tightrope between liquidity and solvency, since they borrow 
short to lend long. However, things diﬀer signiﬁcantly between commercial and investment 








own  account  – they typically  seek  wholesale liquidity  to  ﬁnance their operations.  If the 
securities  acquired prove problematic (as was  the case with mortgage‐backed securities) 













been  impossible  without  the  technological  revolution  in  information  and 
telecommunications.  Thus, banks have acquired ways of managing  the risks  attached to 




24 See Lapavitsas and Dos Santos (2008).But  technological  change has had further profound eﬀects  as  investment banking 
activities  spread.  For,  commercial  banks  have  gradually  adopted  essentially  investment 
banking  techniques  in  managing  credit  risk  as  well  as  their balance  sheets  in  general. 






to  collect  information  through  personal  visits,  by  placing  bank  employees  within 
corporation structures, by managing corporate accounts and monetary transactions, and so 
on.  These ‘relational’  methods  have  traditionally  been  fundamental  to  banks’  ability  to 
assess  borrower risk.  But  banks have gradually replaced them  with ‘hard’  techniques  of 




















22Using  a political  economy framework  based  on  Hilferding’s  Marxist  analysis,  this 
paper has further shown that ﬁnancialisation has originated in changing relations between 
industrial/commercial capital, banks and workers. Speciﬁcally,  industrial  and commercial 







directly  out  of  wages  and  salaries.  The  combination  of  ﬁnancial  expropriation  and 
investment banking has led to the current crisis.
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